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COMPTROLLER GENERAL GF THE UNITED STATES
WASHINGTON. 0.C. 20338

B=164031(3) March 9, 1978

The Honorable Henry K. Jackson

Chairman, Permanent Subcommittee
on Investigations

Committee on Governmental Affairs

United States Senate

Dear Mr. Chairman:

Your August 4, 1977, letter reguested us to provide
certain information regarding the contract between the State
of Washington and Electronic Data Systems Federal Corporation
(EDSF) for implementing and operating the Medicaid Management
Information System (MMIS). Specifically, you asked us zo
determine (1) if the low=st technically acceptable and respon-
sible offeror was awarded the contract, {2) if the Stare had
assumed any responsibilities which were originally to be
orovided by the offeror in accordance with the reguest for
proposals, and (3) the difference in cost between the lowest
unsvccessful offeror's proposal and the cost of the contract.

We reviewed tne State's request for proposals:; the pro-
posals submitted in response to the reguest; the MMIS contract
with EDSF; Department of BEealth, Education, and Welfare (HEW)
and State documents relating to the procurement; and REW's
regulations and policies relating to MMIS and State procure-
ments under Medicaid. We also reviewed documentation regarding
the operation of Washington's KMIS.

SOLICITATION FOR AND EVALUATION OF PROPOSALS

The objective of any MMIS is to improve the capability
of Medicaid State agencies to effectively process claims,
help coantrol uvtilization of services, and provide management
with the necessary information for vlanning ané administering
the Medicaid program. States may contract with private
companies to develop, install, and/or operate such & system.
Section 1903(a)(3) of the Social Security Act reguires
Pederal sharing in the costs of MMIS. HEW must pay 90 percent
of the costs of developing and installing MMIS and 75 percent
of MMIS operational costs. Federal requiations regarding
requirements for approval of 2 system as an MMIS are in
45 C.F.R. 250.90, and those for State Medicaid procurement
actions are in 45 C.F.R. 74.
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At the time of the State's ¥MIS vrocurement, HEW's Social
and Rehabilitation Service (SRS) was responsible for Federal
administration of Medicaid. SRS' Associate Adaministrator for
Information Systems was responsible for approving MMIS contracts
and determining if State systems met MMIS requirements. These
functions arer now the responsibility of the Medicaid Bureau of
HEW's Health Care Financing Administration.

The State issued a reguest for proposals to ootential
offerors on July 18, 1975, that solicited both cost and tech-
nical proposals for the following options:

The contractor performs claims preparation/
entry fumctions (such as opening mail and
key punching) and processes the claims on
its computer.

--Option 1

--Option 2 - The State verforms claims preparation/entry
functions on its eguipment, and the contractor
processes claims on its compater.

The contractor performs claims preparation/
entry functions and processes claims on the
State's computer.

--QOption 3

--Option 4 - The State performs claims preparation/entry
functions, a2nd the contractor processes ¢'aims
on the State's computer.

Off: rors were also permitted to submit proposals for azdditional
options.

Nine firms submitted proposals in response to the reguest.
The State, after its initizl evaluation of provosals, selected
those submicted by two firms, EDSF and 2lue Cross of Washington
and Alaska, foi. additional evaluation and negotiation. The State
said that these firms' proposals were clearly superior to those
of the seven others.

The final evaluations were made by a panel consisting of
State officials assisted by the consulting firm of Griffenhagen-
Kroeger, Inc., and a committee representing the State hospital,
medical, dental, pharmacy, ané nursing home associations. The
EDSF and Blue Cross proposals were further evaluated, orimarily
for Option 1 proposals. The State obtained additional information
from each firm about the proposals, heard oral presentations of
each firm's proposal, and visited each firm's facility.
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The evaluation panel concluded that EDSF's Option 1 pro-
posal was functionallyv superior to Blue Cross' proposal. The
panel based this conclusion on its belief that EDSF's proposed
MMIS was relatively trouble free and that EDSF's proposal and
presentation showed intimate knowledge of both the proposed
MMIS and the Medicaid program. Conversely, the evaluation
panel concluded that Blue Czross' proposal and presentation
showed limited familiarity with the proposed MMIS and a lack
of understanding of Medicaid.

The evaluation panel recognized that accepting EDSF's
Option 1 proposal would result in costs of $14.9 million,
which ezceeded Blue Cross' $10.7 million proposal by about
§4.2 million over the S5-year term of the contract. However,
the panel believed that its perceived deficiencies in Blue
Cross' proposal would delay an operational MMIS by 6 to 12
months over the time it would take EDSF to install an operating
system. It estimated that such a delay would cost the Medicaid
program between $5.3 million and $10.5 million in benefit pay-
ments. The State felt Medicaid costs would be reduced by absut
$1 million per month by an operational MMIS because of its
claims processing superiority over the existing system. No
studies were made or documentation available to support this
estimate.

Based on its final evaluation, the panel recommended
selection of EDSF for award of the MMIS installation and oper-
ation contract. On October 21, 1975, the State announced its
selection of EDSF.

HEW review of State's selection process

SRS' Associate Administrator for Information Systems con-
cluded that the State's selection of EDSF violated 45 C.F.R. 74
because Blue Cross' proposed price wa< considerably lower and
sc informed the State. HMHoreover, the Associate Administrator
said SRS would approve the selection of Blu2 Cross. BHe alsco
instructed his staff to evaluate the State's p:oposal evaluatiom
and -<ontractor selection process.

Ga January 27, 1576, he requested the State to submit am
analytical summary of its evaluation process including respoases
to a number of specific questions. The Associate Administrator
was also aware that EDSF hed submitted a supplementary optiom
{hereinafter referred to as Option 5) under which EDSF would
provide the State with an online MMIS; this system would combine
the claims entry function and medical review function into a real
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time, interactive system. 1/ EDSF would provide the data enty
equipment and the computer, and the State would provide the
personnel for claims entry and medical review. SRS knew that
the State was seriously considering Option 5 and advissed the
State to obtain a competitive proposal from Blue Cross for
Option 5,

The Associate Administrator's staff evaluated the two
proposals submitted in response to the request fer proposals
and the State'$s response to the Januvary 27 letter and advised
the Associate Administraktor to deny approval of EDSF's selection.
The Associate Administrator had also reguested the Institmte for
Computer Services and Technology, Hational Bureau of Standarés,
Department of Commerce, to evaluate the two proposals and the
State's summary of its evaluation process. The Burean of
Standards reported im March 1976 that it accepted the State's
judgment and conviction that the EDSF proposal was techaically
superior, primarily because the Burezu had no strong basis fer
not accepting the State’s judgment.

On HMarch 30, 1976, after receiving the Bureau's report,
the Associate Administrator approved Washington's selectiomn
of EDSF contingent on negotiating a "fair and reasconable prige.™
His staff stilil felt cthe selection should not have been approved.

Although EDSF had besen processinc claims since April 1976,
the State and EDSF did not formally enter intc a contract mntil
July 9, 1976. SRS approved the system as an MMIS on Kovember 17 .
1976 . The cost of operating the system, therefore, became eligi—
ble for 75-percent Federal sharing, and the eligibility was made
retroactive to July 1, 1976. BEDSF did not charge the State
development or installation cost so the State 4ié not claim the
90-percent sharing available for such cost.

Contract negotiation

Although the State's evaluation of EDSFP's and Blue Cross"
proposals focused on Opiion 1, the contract negotiated was a

1/Claim data would be entered om a terminal and processed by the
computer, amd the processing results would be displayed on the
terminal. If necessary, any recuired medical review cowld ke
performed iemediately and the claim disposed of. This type of
processing would elimimate the need to send data back and forth
between the State and the con%ractor znd would also speed ©w
the claims pvavment cycle.
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combination of features from Option 1 and Option 5. The contract
provides for an online system (Option 5}, with EDSF performing
the claims-entry function and processing the clairs on its
computer (Option 1). BHowever, the State is responsible for the
clzims preparation functiom that under Opticn I would have been

a contractor responsibility. &Although SRS had told the State

to provide Blue Cross with an copportunity te submit a2 proposal
for Option 5, the State did not do so but instead megotiated

the Option 1/0pticu 5 coatract with BDSP.

Was the contract awarded to the
lowest technically zcceptable and
responsible otferor?

We attempted to determine if this nmegotiated comtract was
awarded to the lowest priced, technically acceptable, respon-
sizle offeror. Uz agccepted the State’s determination tha-:
both Blue Cross and EDSF were responsible offercrs. However,
Blue Cross was not given an opportunity to submit a proposal
on Option 5, and neither Blue Cross' nor EDSPF's origimal pro-
posal spesifically offered on the functions includad in the
EDSP contract. Therefore, we began our cost compaison oy
comparing the eszpected cost of EDSF's S—year contract tc Blue
Cress' proposed S5~-year cost for Option 1 which was the option
closest to the contract in reguired contractor functions. Both
figures were based on the same number of claims processed during
the S-year periocd. OQur comparison showed Blue Cross® proooesed
price to be about $3.8 milliom lower than EDSF°s contract price.
In the contract batween the State and EDSF, the State assumed
responsibility feor claimss preparation--a fuaction which Blue
Crose had intended to perform in bidding onm Opticz 1. Therefore,
we added our projected cost fer the State for performing these
functions~-$1.6 million--to the cost differential. Our figures
showed the Blue Cross proposal for Option 1 te be about $§5.4
million lower thaza EDSF's contract price. 1/

Bowever, there are two factors which affect the comparison
of proposed and contract costs:

-=The value o¢f the benefits of an online,K system. Because
Blue Cross' proposal had not included am onlime system,
any benefits from such z system would have reduced Blue
Cross' price advantage.

1/#e used actual expenses for July 1, 1376, through June 30, 1977,
sultiplied by 3 vears.
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--The State's belief that Blue Cross would have taken 6 to
12 months longer to have an operational system than EDSF
even though Blue Cross was determined otherwise responsible.
If the State was correct in its belief and if an opera-
tional MMIS would have saved program dollars over the
existing State system, this factor also would have reduced
Blue Cross® price advantage.

Ye were unable to place a reliable value on either of these
factors. The State did not estimate any additional value of
having an online system. It did estimate that having an opera-
tional MMIS saved Medicaid between $10 million aand $12 million
during the first year of the contract. However, we noted that
some of the savings in the State's estimate were related to
items not requiring MMIS and which could have been accomplished
by any claims processing system. An example is reductioms in
hilled charges to levels meeting the State's dafinition of rea-
sonable charges. Because the State uses fee schedules extem-
sively tc determine reasunable costs, reductions could be
accomplished by a manual system.

CONCLUS IOHS

Blue Cross' proposed prices for implementing Washington's
MMIS were lower than EDSF's proposed prices for all of the
options included in the regquest for provosals. Bowever, the
State awarded a contract for a system not specifically included
in the reguest for proposals; and we were unable to place a
value on any benefits this system might have over the systems
in the reguest for proposal. Alsc, the State believed EDSF
could install its system 6 to 12 months faster than Blue Cross
thereb: saving the Stute from $5.3 million to $10.5 million.
We were unable to substantiate or refute the State's claimed
savings or place a value on the savings. .

We were unable to quantify either the value of an online
system or the effects of a pos: ible Blue Cross schedule slippage,
which were two of the factors which resulted in the State's
believing EDSF's price was lower than Blue Cross'. Thus, we were
unabls to conclusively determine if the State awarded its MMIS
contract to the lowest technically acceptable and responsible
offeror.

The State assumed responsibility for claims preparaticm
under the contract, which increased the price differemtial
between the EDSF contract and Blue Cross®’ ovrovosal for Option 1
to a2pout $5.4 million before considering possible schedule
slippage or benefits of an online system.
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As requested by your office, we have not obtained written
comments from the State or HEW on this report, but we have
discussed the report with State and HE¥ officials. Also, as
reguested by your office, we will make no further distribution
of this revort until after you receive the report the Subccumittee
requested on our more comprehensive review of MMIS activities
and anticipated hearings are held regarding the matters éiscussed
in the two reports.

Comptroller General
of the United States





